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----- NOTICE TO PRACTITIONERS-----Confirmation of Account Balances and Other
Information Regarding Transactions and Arrangements
with Financial Institutions
This notice from the AICPA Auditing Standards Division describes
revisions to the process of confirming account balances and other
information with financial institutions, including a revised standard
confirmation form, and the reasons for the revisions. The AICPA, the
American Bankers Association, and the Bank Administration Institute
have approved the revisions to the confirmation process, the new
standard confirmation form, and the illustrative letters for confirmation
of other transactions and arrangements with financial institutions.
Why Revise the Confirmation Process and Form?

When independent auditors began using the standard confirmation form,
banking laws limited the types of services banks and other financial
institutions could provide. With deregulation of financial institutions, many
new services are now available.
Most financial institutions can readily provide information on deposit
and loan balances. The standard confirmation form is frequently
completed by employees using systems that indicate the dollar amount
of deposit and loan balances. These systems may not include
information about other transactions and arrangements about which the
independent auditor seeks information. Accordingly, proper completion of
the standard confirmation form, for other than deposit and loan balances,
has become difficult.
Furthermore, independent auditors may want to confirm certain types
of transactions and arrangements with financial institutions, such as
compensating balance arrangements, lines of credit, and other financial
instruments and transactions, that the existing standard confirmation
form was not designed to address. Accordingly, the American Bankers
Association asked the Auditing Standards Division to revise the standard
confirmation form.
Revisions to the Confirmation Process and Form

One of the changes made to the process was to revise the method of
confirming transactions and arrangements other than deposit and loan
balances. The new form only provides for confirmation of deposit and
loan balances. To confirm other transactions and arrangements,
independent auditors should send a separate letter, signed by the client,
to a financial institution official responsible for the financial institution’s
relationship with the client or knowledgeable about the transactions or
arrangements. Since some financial institutions centralize this function,
the independent auditor should ascertain the appropriate recipient.
Illustrative letters for confirming some of these types of arrangements
appear on pages 4 through 10.

The previous form was titled “Standard Bank Confirmation Inquiry.”
The new form is titled “Standard Form to Confirm Account Balance
Information with Financial Institutions” to describe more accurately the
information to be confirmed by financial institutions. The independent
auditor should ascertain that as much information as possible is provided
on the new form to identify the deposit or loan balance being confirmed.
The new form requests financial institutions to indicate any exceptions to
the information noted and to confirm any additional account or loan
balance information that comes to their attention during the process of
completing the form.
Use of Form and Illustrative Letters
The use of confirmation as a means of obtaining evidence is a matter of
judgment independent auditors exercise after performing assessments of
inherent and control risk. Both the timing and extent of confirmation
procedures are based on the independent auditor’s risk assessment.
Assessing risk includes consideration of such factors as knowledge of
the client and the industry in which the client operates and gaining an
understanding of the types of arrangements that exist between the client
and financial institutions. The independent auditor’s understanding of the
arrangements with financial institutions and the underlying transactions is
key to determining the information to be confirmed.

The standard form is designed to substantiate only the information
that is stated on the confirmation request; the form is not designed to
seek information about accounts that are not listed on the form.
Therefore, the independent auditors should be aware that sole reliance
on the standard form to satisfy the completeness assertion is
unwarranted. If the independent auditor believes there is a significant risk
that material accounts, agreements, or transactions of which he or she is
not aware may exist, this information should be explicitly requested from
an appropriate financial institution official. The illustrative letters
incorporate these same concepts of substantiating only the information
requested. The illustrative letters set forth requests for information related
to contingent liabilities, compensating balances, and lines of credit.
Implementation Date
The new form and illustrative letters should be used for confirmations
mailed on or after March 31, 1991. To facilitate responding to
confirmation requests, the American Bankers Association has requested
that practitioners use neither the new form before March 31, 1991, nor
the old form on or after that date.

AICPA. Auditing Standards Division.
Confirmation of account balances
and other information regarding
transactions and arrangements
with financial institutions.
1991.
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Examples of Transactions, Arrangements, or Information
Subject to Possible Confirmation by Direct Inquiry of a
Financial Institution Official Responsible for the
Financial Institution’s Relationship with the Client or
Knowledgeable about the Transactions or Arrangements
*

Automatic investment services
Bankers acceptances
Cash management services
Commitments to purchase foreign currencies and U.S. dollar exchange
(spot and forward)

Compensating balance requirements or restrictions on withdrawals of
funds
Contingent liabilities, including oral and written guarantees, letter of
indemnity, acceptances, and endorsements

Cut-off account statements

Derivative products (e.g., futures and forward contracts, interest rate
swaps, options, caps, and floors)
Import/export letters of credit

Listings of authorized account signers
Loan agreements and related covenants
Repurchase/reverse repurchase transactions

Securities and other items held in safekeeping on behalf of the client
Standby contracts, letters of credit, lines of credit, and other such
arrangements

* When inquiries are made to financial institutions for any of the items
listed above, the independent auditor should be specific about the
information that is to be confirmed.
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I.

Illustrative Letter for Confirmation of Contingent Liabilities

(Date)
Financial Institution Official
*
First United Bank
Anytown, USA 00000

Dear Financial Institution Official:
In connection with an audit of the financial statements of (name of
customer) as of (balance-sheet date) and for the (period) then ended, we
have advised our independent auditors of the information listed below,
which we believe is a complete and accurate description of our
contingent liabilities, including oral and written guarantees, with your
financial institution. Although we do not request nor expect you to
conduct a comprehensive, detailed search of your records, if during the
process of completing this confirmation additional information about other
contingent liabilities, including oral and written guarantees, between
(name of customer) and your financial institution comes to your attention,
please include such information below.
Name of Maker

Interest Rate

Date of Note

Due Date

Current Balance

Date Through
Which Interest
Is Paid

Description
of
Collateral

Description
of Purpose
of Note

Information related to oral and written guarantees is as follows:

* This letter should be addressed to a financial institution official who is
responsible for the financial institution’s relationship with the client or is
knowledgeable about the transactions or arrangements. Some financial
institutions centralize this function by assigning responsibility for
responding to confirmation requests to a separate function.
Independent auditors should ascertain the appropriate recipient.
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Please confirm whether the information about contingent liabilities
presented above is correct by signing below and returning this directly to
our independent auditors (name and address of CPA firm).
Sincerely,

(Name of Customer)

By:________________________
(Authorized Signature)

Dear CPA Firm:
The above information listing contingent liabilities, including oral and
written guarantees, agrees with the records of this financial institution.
*
Although we have not conducted a comprehensive, detailed search of
our records, no information about other contingent liabilities, including
oral and written guarantees, came to our attention. [Note exceptions
below or in an attached letter.]

(Name of Financial Institution)

By:__________________________
(Officer and Title)
(Date)

* If applicable, comments similar to the following may be added to the
confirmation reply by the financial institution: This confirmation does
not relate to arrangements, if any, with other branches or affiliates of
this financial institution. Information should be sought separately from
such branches or affiliates with which any such arrangements might
exist.
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Illustrative Letter for Confirmation of Compensating Balances

II.

(Date)
Financial Institution Official
*
First United Bank
Anytown, USA 00000
Dear Financial Institution Official:

In connection with an audit of the financial statements of (name of
customer) as of (balance-sheet date) and for the (period) then ended,
we have advised our independent auditors that as of the close of
business on (balance-sheet date) there (were) (were not) compensating
balance arrangements as described in our agreement dated (date).
Although we do not request nor expect you to conduct a comprehensive,
detailed search of your records, if during the process of completing this
confirmation additional information about other compensating balance
arrangements between (name of customer) and your financial institution
comes to your attention, please include such information below.
Withdrawal by (name of customer) of the compensating balance (was)
(was not) legally restricted at (date). The terms of the compensating
balance arrangements at (date) were:
EXAMPLES:
1. The Company has been expected to maintain an average
compensating balance of 20 percent of its average loan
outstanding, as determined from the financial institution’s ledger
records adjusted for estimated average uncollected funds.
2. The Company has been expected to maintain an average
compensating balance of $100,000 during the year, as determined
from the financial institution’s ledger records without adjustment for
uncollected funds.

3. The Company has been expected to maintain a compensating
balance, as determined from the financial institution’s ledger
records without adjustment for uncollected funds, of 15 percent of
its outstanding loans plus 10 percent of its unused line of credit.
4. The Company has been expected to maintain as a compensating
balance noninterest bearing time deposits of 10 percent of its
outstanding loans.

* This letter should be addressed to a financial institution official who is
responsible for the financial institution’s relationship with the client or is
knowledgeable about the compensating balance arrangements. Some
financial institutions centralize this function by assigning responsibility
for responding to confirmation requests to a separate function.
Independent auditors should ascertain the appropriate recipient.
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In determining compliance with compensating balance arrangements, the
Company uses a factor for uncollected funds of_________ (business)
(calendar) days.1

There (were the following) (were no) changes in the compensating
balance arrangements during the (period) and subsequently through the
date of this letter.
The Company (was) (was not) in compliance with the compensating
balance arrangements during the (period) and subsequently through the
date of this letter.
There (were the following) (were no) sanctions (applied or imminent) by
the financial institution because of noncompliance with compensating
balance arrangements.2

During the (period), and subsequently through the date of this letter, (no)
(the following) compensating balances were maintained by the Company
at the financial institution on behalf of an affiliate, director, officer, or any
other third party and (no) (the following) third party maintained compen
sating balances at the bank on behalf of the Company. (Withdrawal of
such compensating balances (was) (was not) legally restricted.)

1. Not applicable if compensating balances are based on the financial
institution’s ledger records without adjustment for uncollected funds.
If some other method is used for determining collected funds for
compensating balance purposes, the method used should be
described.

2. Applicable only if the financial institution has applied sanctions during
the (period) or notified the Company that sanctions may be applied.
Indicate details.
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Please confirm whether the information about compensating balances
presented above is correct by signing below, and returning this letter
directly to our independent auditors (name and address of CPA Firm).
Sincerely,

(Name of Customer)

By:------------------------------------------(Authorized Signature)

Dear CPA Firm:

The above information regarding the compensating balance arrange
ments with this financial institution agrees with the records of this
financial institution.
*
Although we have not conducted a comprehensive,
detailed search of our records, no information about other compensating
balance arrangements, came to our attention. [Note exceptions below or
in an attached letter.]

(Name of Financial Institution)
By:__________________________
(Officer and Title)
(Date)

* If applicable, comments similar to the following may be added to the
confirmation reply by the financial institution: This confirmation does not
relate to arrangements, if any, with other branches or affiliates of this
financial institution. Information should be sought separately from such
branches or affiliates with which any such arrangements might exist.
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III. Illustrative Letter for Confirmation of Lines of Credit

(Date)
Financial Institution Official
*
First United Bank
Anytown, USA 00000

Dear Financial Institution Official:

In connection with an audit of the financial statements of (name of
customer) as of (balance-sheet date) and for the (period) then ended,
we have advised our independent auditors of the information listed
below, which we believe is a complete and accurate description of our
line of credit from your financial institution as of the close of business on
(balance-sheet date). Although we do not request nor expect you to
conduct a comprehensive, detailed search of your records, if during the
process of completing this confirmation additional information about other
lines of credit from your financial institution comes to your attention,
please include such information below.
The Company has available at the financial institution a line of credit
totaling (amount). The current terms of the line of credit are contained
in the letter dated (date). The related debt outstanding at the close of
business on (date) was $(amount).
The amount of unused line of credit, subject to the terms of the related
letter, at (date) was $(amount).

Interest rate at the close of business on (date) was%.

Compensating balance arrangements are

This line of credit supports commercial paper (or other borrowing
arrangements) as described below:

* This letter should be addressed to a financial institution official who is
responsible for the financial institution’s relationship with the client or
is knowledgeable about the lines of credit. Some financial institutions
centralize this function by assigning responsibility for responding to
confirmation requests to a separate function. Independent auditors
should ascertain the appropriate recipient.
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Please confirm whether the information about lines of credit presented
above is correct by signing below and returning this letter directly to our
independent auditors (name and address of CPA Firm).
Sincerely,

(Name of Customer)

By:_______________________
(Authorized Signature)

Dear CPA Firm:

The above information regarding the line of credit arrangements agrees
with the records of this financial institution
*.
Although we have not
conducted a comprehensive, detailed search of our records, no
information about other lines of credit came to our attention.
[Note exceptions below or in an attached letter.]

(Name of Financial Institution)

(Officer and Title)

By:______________
(Date)

* If applicable, comments similar to the following may be added to the
confirmation reply by the financial institution: This confirmation does not
relate to arrangements, if any, with other branches or affiliates of this
financial institution. Information should be sought separately from such
branches or affiliates with which any such arrangements might exist.
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